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SPECIAL REPORT OF THE BOARD OF ACTUARIES ON THE 
VALUATION OF THE CIVIL SERVICE RETIREMENT SYSTEM 
AS OF JUNE 30, 1959 


Grorce B. Buex, 
ACTUARY, 
Jume 15, 1959. 
U.S. Crviz Service Commission, 
Washington, D.C. 


LapDIESs AND GENTLEMEN: The Board of Actuaries, appointed under 
section 16(g) of the Civil Service Retirement Act, submits herewith 
a special report summarizing the results of the valuation of the civil 
service retirement system as of June 30, 1958. 

A more extensive report on the valuation will be included in the 
38th annual report of the Board. Pending the submission of that 
report, this special report may be helpful in considering the require- 
ments of the system as shown by the valuation. 

Respectfully submitted. 

Geo. B. Buck, 


R. R. Reaas, 
Orro C. RicHTer, 
Board of Actuaries, 
Ciwil Service Retirement System. 


SpeciAL Report oF THE BoarpD OF ACTUARIES ON THE VALUATION 
OF THE Civit SeRvicE RETIREMENT SYSTEM AS OF JUNE 30, 1958 


The Civil Service Retirement Act as amended by title IV of Public 
Law 854 (84th Cong.) requires periodic actuarial valuations of the 
civil service retirement system. In accordance with this provision of 
the act an actuarial valuation of the system has been prepared as of 
June 30, 1958. The results of the valuation are presented in this 
report. 

The report gives first a description of the basis used in the valuation. 
Then a statement of the normal cost of the system is presented, which 
is followed by a valuation balance sheet showing the present and pros- 
pective assets and liabilities of the system as determined by the valua- 
tion, and a brief discussion of the results. 


BASIS FOR THE VALUATION 


The valuation was based on the benefit and contribution provisions 
of the act in effect on June 30, 1958. These provisions as interpreted 
for the valuation are substantially those summarized in the 37th an- 
nual report of the Board. The last actuarial valuation of the system 
was prepared as of June 30, 1953, by the Committee on Retirement 
Policy for Federal Personnel. The active service and retirement 
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2 VALUATION OF THE CIVIL SERVICE RETIREMENT SYSTEM 


tables, the salary scales, and mortality tables used in the 1953 valua- 
tion were reviewed in the light of subsequent experience and a new set 
of tables was adopted for use in the present valuation. The new 
tables will be submitted in the next annual report of the Board. An 
interest assumption of 3 percent per annum was employed in the 
valuation. 

Since there is no central file of individual records covering the 
active membership of the system, each employing agency cooperated 
by conducting a 10 percent sample census of its employees subject to 
the Retirement Act. This census produced an estimate of 2,105,740 
active employees with annual payroll of $11,104 million. Detailed 
records were available for the annuitants on the roll as of the valuation 
date. There were 418,233 annuitants with annuities amounting to 
$647 090,484 a year. 

NORMAL COST 


The Retirement Act provides that ‘‘the Commission shall submit 
estimates of the appropriations necessary to finance the fund on a 
normal cost plus interest basis and to continue this act in full force 
and effect.” The total normal cost percentage is the estimated level 
percentage of the salaries of new employees that would be required 
each year they will be in the service to pay fully for all benefits to 
them and to their survivors. The following table shows the normal 
cost for each type of benefit provided by the system. 


Normal costs as percent of payroll, based on valuation as of June 80, 1958 


Type of benefit 


Percent 
Annuities to employees: payroll 
2. 01 
Annuities to survivors (other than children) of employees who will retire: 
Annuities to widows and dependent widowers of employees who will die 
Paid by Government through agency contributions___________________- 6. 50 


VALUATION BALANCE SHEET 


In addition to the normal contribution, the Commission’s annual 
appropriation estimate must include a calculation of interest on the 
deficiency. In order to determine the deficiency as of June 30, 1958, 
the liability for the prospective benefits payable to the present active, 
separated, and retired membership was determined. The normal 
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VALUATION OF THE CIVIL SERVICE RETIREMENT SYSTEM 3 


cost valuation concept recognizes as assets the present balance in the 
retirement fund, the future contributions of present active members, 
and the future normal contributions payable by the Government. 
The amount by which the present value of the benefits payable ex- 
ceeds such present and prospective assets represents the deficiency. 
The following valuation balance sheet summarizes the present and 
prospective assets and liabilities of the system as determined by the 
valuation. 


Valuation balance sheet as of June 30, 1958 (present values in millions) 


LIABILITIES 
Benefits payable in respect to annuitants now on the roll: 
Survivor beneficiaries now on the roll-_--__.._-...------_------- 790 
Survivor beneficiaries of present retired employees----_---.----~- a 696 
6, 654 


Benefits payable in respect to separated employees_-_---------_- RE 


Benefits payable in respect to present active employees: 
Annuities to employees: 


Deferred and involuntary . 5,724 
Annuities to survivors (other than children) of employees who will 
retire: 
Deferred and involuntary separation_----_-..--...--------- 588 


Annuities to widows and dependent widowers of employees who will 


45, 417 

Miscellaneous current liabilities- 67 

ASSETS 

Deposits payable by present employees to secure full credit for service 

not covered by deductions_--_-.-_-_.-.--.-------.------------+---- 750 

Future contributions by present employees at 644 percent. -___-__------ 7, 688 

Future normal contributions by Government at 7.33 percent___------- 8, 668 

Deficiency, or excess of liabilities Over assets... 27, 451 

DEFICIENCY 


Prior to 1953, neither the Commission nor the Board of Actuaries 
attempted to adjust estimates of the deficiency between valuations, 
other than for the excess of amounts required on the recommended 
financing basis over appropriations actually made. The valuation by 
the Kaplan Committee in that year was the first such study since 
1947. It produced a deficiency estimate, as of June 30, 1953, of about 
twice the estimate based on the prior valuation. ; 

In an attempt to mitigate such sharp changes, and in partial recog- 
nition of the many factors operating to increase the deficiency, the 
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4 VALUATION OF THE CIVIL SERVICE RETIREMENT SYSTEM 


Commission and the Board have, since 1953, adjusted the deficiency 
estimate to recognize the following items: 
1. Increases to annuitants on the roll. 
2. Statutory changes in pay rates of classified and postal 
employees. 
3. Increased coverage due to the career-conditional program. 
4. Amendment of the Retirement Act by Public Law 854—84th 
Congress. 
5. Excess of requirements under “normal cost plus interest”’ 
basis over actual Government appropriations. 
6. Excess of assumed valuation rate of 3 percent over actual 
rate earned by the fund. 

Recognition of these items resulted in a deficiency estimate of 
$20,449 million as of June 30,1958. The valuation shows a deficiency 
of $27,451 million as of the same date, or approximately $7,000 million 
in excess of the previous estimate. 

The increase in deficiency over that estimated may be attributable 
to a number of factors. Adjustment of actuarial assumptions to re- 
flect recent experience plays an important role. For example, the 
revised tables used as a basis for the valuation provided for lower 
mortality rates and higher rates of disability and optional retirement 
than the tables previously used. The use of the revised tables ex- 
plains approximately $2,250 million of the increase in deficiency, leav- 
ing roughly $4,750 million due to other factors. 

+= other factors are primarily of two kinds: (1) Salary increases 

over and above those recognized in the interim deficiency estimates, 
and (2) shifts in the age and service distributions of active employees 
between 1953 and 1958. The former includes wage board salary in- 
creases of 27 percent during the 5-year period. The latter reflects the 
prior service allowed new employees entering the membership and 
receiving credit for past civilian and/or military service. 

An increase in deficiency was not unexpected by the Board. Many 
governmental and private retirement systems have experienced similar 
increases in the accrued liability or deficiency. During the past 5 
years the upward trend in the general level of wages and prices has 
continued and thus has caused a substantial increase in the cost of 
any system of retirement benefits based on the final 5 years or 10 years 
of salary. The civil service retirement system bases the beneht on 
the average salary received by the employee during any 5 consecutive 
years of creditable service which affords the hi hest average. The 
mereased level of salaries has increased the liabilities of the Govern- 
ment not only for future service but also for past service. This in- 
creased cost is reflected in the increase in the deficiency. 


ANNUAL COST ESTIMATE ON BASIS OF VALUATION AS OF JUNE 30, 1958 


The following statement as of June 30, 1958, gives an estimate of 
the amounts required to finance the system on a normal cost plus 
interest basis, taking into account the estimated pen of the mem- 

ciency as shown by 


bership as of that date and the normal rate and de 
the present valuation. 
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Estimated annual cost of the civil service retirement system as of June 30, 1958 


= 
Normalfcost as— Deficiency cost as— Total cost as— 

Percentage Annual Percentage Annual Percentage Annual 

of payro amount of payro amount of pa amount 
PE ck ithecnd 13. 83 |$1, 535, 683, 000 7.42 | $823, 530, 000 21. 25 |$2, 359, 213, 000 
Employee deductions_- 6. 50 6. 50 721, 760, 000 
Agency contributions... 6. 50 6. 50 721, 760, 000 
dase . 83 92, 163, 000 7.42 | 823, 530, 000 8. 25 915, 693, 000 
The preceding table shows the normal cost to be equivalent to 


13.83 percent of payroll. The employees by payroll deductions con- 
tribute 6.50 percent toward the normal cost and the employing 
agencies match their employees’ deductions. Therefore, there re- 
mains 0.83 percent as the balance not met by employee deductions 
and Government payments through agency contributions. On the 
basis of the estimated payroll as of June 30, 1958, this represents an 
annual amount of $92,163,000. The annual deficiency amount as of 
June 30, 1958, is equal to 3 percent interest on the estimated defi- 
ciency. This amount is shown to be $823,530,000. Therefore, the 
portion of total annual cost not met by employee deductions and 
agency contributions is $915,693,000. 


CONCLUSIONS AND RECOMMENDATIONS 


The valuation shows that employee deductions and Government 
payments through agency contributions combined do not meet the 
requirements of the system on the normal cost plus interest basis. 
Unless additional amounts are provided, the result will be further 
increases in the deficiency. 

The Board believes that actuarial valuations at 5-year intervals are 
no longer adequate. During the years when salary levels remained 
fairly constant over extended periods, quinquennial valuations served 
quite well. In recent years, however, Government salary patterns 
have followed the upward trends in our economy. In order to de- 
termine the requirements of the system under present conditions, 
more frequent valuations should be made. In a majority of State, 
municipal, and private systems which are operated on an actuarial 
basis, annual valuations are made. 

It is our understanding that the Civil Service Commission now has 
under study the possibility of making a continuous sample of individ- 
ual records of Federal employees for various purposes. The Board 
strongly recommends that provision be made to collect in this sample 
adequate information so that annual valuations of the system may be 
made. In this way the appropriation estimates may be kept in line 
with the actual requirements of the system. Also, by collecting data 
for selected groups of employees from year to year, better comparisons 
between samples could be made. Furthermore, it is hoped that some 
method may be set up as a basis for checking annually the separation 
experience of the active membership similar to that now used for 
checking annually the mortality experience of annuitants. 

Previously we mentioned that one reason for the increase in the 
deficiency is the fact that new employees are given credit in certain 
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instances for past civilian and/or military service. The Board recom- 
mends that a study be made to determine the average period of service 
which is so credited in order that the Board may adjust the normal 
rate to take care each year of the cost of crediting such service. In 
this way the cost would be included in the normal component and 


would not be included in the deficiency. 

In conclusion, the Board wishes to express its appreciation for the 
excellent work performed by the Civil Service Commission actuaries 
in connection with the valuation results and cost estimates as sum- 
marized in this special report. 
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